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All the bdnrk you'll ever need
April 1,2004

Jennifer ]. Johnson, Secretaty .
Board of Gov=ttiors of the Fedetal
Resérve System
20th Street and Constitution Avenue, NW
Washington, DC 200551

Re: Docket No. R-1181

RE: Proposed Revisions to the Community Reinvestment. Act Regulations
Dear Ms. Johtson:

| am writing to support the fedetal bank regulatory agencies' (Agencies) proposal © enlatge
the number of banks and saving associations that will be examined under the small
instirurion Community Reinvestment Act (CRA)examination. The Agencies propose to
increase the asset threshold from $250million to $500 million and to eliminate any
considetation of whether the small institution is owned by aholding company. This
proposal IS clealy a major step towards an appropriateimplementation of the Cotxtmunity
Reinvestment Act znd should greatly reduce regulatory burden on those institutions newly
made eligible for the sSmall institution exatmination, and | strongly support both of them.

Whet the CRA regulations were rewritten 1995, the banking industty recommended that
community banks of at lease $500 million be eligible for a less burdensome sniall instiration
exarnination. The most significant itaprovement in the New regulations was the addition of
that smallinstimtion CRA examination, which acrually did what the Act required: had
examiners, during taeir examination ofthe bank, 100K at the bank's loans and assess whether
the bank was Lelping to meet the ctedit needs of the tBK'S  entire communiry. It imposed
NO investment requitement on small banks, since the Act is about credit not Investment, It
added no data repotting requitetnents on small banks, fulfilling the promise of the Act’s
sponsot, Senator Proxmite, that there would bC N0 additional paperwork or recordkeeping -
butden on banks if the Act passed, And it created a simple, understandable assessment test
.of the "bark”s rzcord of providing ctedit in its community; the test considess the institution’s
Joan-to-deposiz ratio; the percentage ofloans I its assessment ateas; its tecord Of lending t
botrowers of Cifferent income Jevels and businessez and farms of different sizes; the
geographic disxibution of its loam; and its record oftaking action, if warranted, In response
towritten complaints about its petformance in helping to meet credit needs In its assessment
arcas.

Since then, the regulatoty butden on smallbanks has only grown larges, including massive
new teporting tequirements under HMDA, the USA Patriot Act and the privacy provisions
of the Gramm-Leach-Bliley'Act. ‘But the natute ofcommumty banks has not changed.
When a comimunity bank must comply with the requirements of the large insrimation CRA
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examination, the costs to and butdens on that community bank inctease dramatically. | am
not of a size cuttently that requites a latge institution CRA exam but it will not be long
before | am at that threshold. | do tealize that when the titne comes, | will have no
alternative but to devote additional staff and begin to geocode all of our loans that might
have CRA value, | would estimate the annual cost to my bank would be $50,000 for
additional personnel, cost and othet related costs. This increased regulatory sctrutiny will
drain money and petsonnel away form helping to meet the credit needs of my community.

| believe that it is as true today as it was in 1995, and In 1977 when Congress enacted CRA,
that a comtnunity bank meets the credit needs of its community if it makes a certain amount
of loam relative. to deposits taketi. A community bank is typically non-complex; it takes
deposits and makes loans. Its business activities are usually focused on. small, defined
geographic ateas where the bank is known in the communiry. The small msttution
examination accurately captutes the infortmation necessary for examiners to asscss whether a
comimunity bank is helping to meet the credit needs of its community, and nothing more is
required to satisfy the Act

As the Agencies state in theit proposal, raising the small institution CRA examination
threshold to $500 makes numerically more community banks eligible. However, in reality
raising the asset threshold to $500 million and eliminating the holding company limitation
would retain the percentage of industry assets subject to the laige retail institution test, It
would decline only slightly, from a little more than 90% to « little less than 90%. That
decline, though slight, would more closely align the cuttent disttibution of assets between
srmall and large banks with the dists{budon that was anticipated when the Agencies adopted
the definition of “small institution.” Thus, the Agencies, inn tevising the CRA regulation, ate
really just preserving the status guo 0Fthe tegulation, which hes been altered by a drastic
decline in the number of banks, inflation and an enormous increasein the size oflarge
lsanks. | believe that the Agencies need to provide greater relief to community banks then
just preserve the status guo of this regulation.

While the small institution test was the most significant improvement of the tevised CRA, it
was Wrong to limit its applicationto only banks below $250 million in assets, depuving many
community banks from any regulatory relief. Currently, a bank swith more than $250 million
in assets faces significantly more requirements that substantially increase regulatory burdens
without consistently producing additional benefits as contemplatedby the Community
Reinvestment Act. In today’s banking market, even a $500 million bank often has only a
handful of branches, | recommend raising the asset threshold for the small institution
examination to at least $1billion. Raising the limit to $1 billion is appropriate fox two
teasons. HISL, keeping the focus of Sall institutions on lending, which the small institution
examination does, would be entirely consistentwith the purpose of the Community
Reinvestment Act, which is to ensure that the Agencies evaluate how banks help to meet the
credit needs of the communities they serve.

Second, raising the limit to $1 billion will have only a small effect on the amount of total
industry assets covered under the more comprehensivelarge bank test Accordingto the
Agencies’ own findings, raising the limit from $250 to $500 millionwould reduce total
industry assets coveted by the lazge bank test by less than one petcent. According to
December 31,2003, Call Report data, raising the limit to $1billion Vil reduce the amount of
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assets subject to the much more butdensome latge institution test by only 4% (to about
85%). Yet, the additional relief provided would, again, be substantial, reducing the
compliance butden on more than 500 additional banks and savings associations (compared
to a $500 million limit). Accordingly, | utge the Agencies t0 raise the litnit to at least $1
billion, providing significant regulatory relief while, to quote the Agencies in the proposal,
not diminishing “in any way the obligation of all insured depository institutions subject to
CRA to help meet the credit needs of theit communities. Instead, the changes are meant
only to address the tegulatory burden associated with evaluating institutios under CRA.”

In conclusion, I strongly support increasing the asset-size of banks eligible fox the small banlk
strearnlined CRA examination process as a vitally important step in revisingand improving
the CRA regulations and in teducing tegulatozy burden. | also support elitninating the
separate holding company qualification for the small institution examination, since it places
stnall community banks that axe part of a laxger holding company at a disadvantage to theit
peets and has no legal basis in the Act. While community banks, of course, still will be
esamined under CRA for their record of helping to meet the ctedit needs of theit
comunities, 1S change will efiminate some of the most problematic and busdensome
elements of the cutrent CRA regulation from community banks that are drowning in
regulatory zed-tape.

President & CEO
Gateway Bank & Trust

Cc: Robert E. Feldman, Executive Secretary
Federal Deposit Insutance Corporation



